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CENTRAL INTELLIGEN CE AGENCY

OFFICE OF NATIONAL ESTIMATES

13 March 1969

NE STAFF NOTE NO. 5-69 (ONE Distribution Only)

SUBJECT: The Iranian 0il Crisis

NOTE TO THE BOARD

Herewith are some thoughts on a currently hot issue

for the information of the Board. We would not anticipate

further dissemination at this time.
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CENTRAL INTELTIL IGENCE AGENOC Y

OFFICE OF NATIONAL ESTIMATES
13 March 1969

NE STAFF NOTE NO. 5-69 (ONE Distribution Only)

SUBJECT: The Iranian 0il Crisis

1. The Shah and the Consortium of Western oil companies
are at loggerheads over the amount of revenue Iran should
receive in the Iranian year beginning March 21. This dispute
is part of the continuing controversy over the Shah's demand
for a total rayment of $5.9 billion over the five-year periogd
starting in 1968. We indicated in NIE 34-69 of 10 January 1969
that the companies were brepared to make total Payments of gbout
$5.0 billion over this period, but that petroleum offtake
figures for the coming year had not yet been agreed. - We
further noted that both sigdes would "no doubt explore numerous
alternatives in involved negotiationg throughout the course of
the next five-years," and concluded that "we believe that in
the end the Shah will accept a compromise for the five-year

period."
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2. The present crisis is somewhat sharper than we had
expected when we wrote NIE 34-69. 1In part this is because
we had not recognized the extent of the breakdown of meaningful
communications between the two parties. The Consortium walited
until the last moment to inform the Shah that it would not
completely live up to its revenue guarantees for the year
ending 20 March 1969. On the other hand, the Shah had given
the appearance of turning away from pressing for full achieve-
ment of his revenue demends in favor of rapid expansion of
facilities necessary to permit sharp annual increases later
in the five-year period. At a meeting between the Shah and
representatives of the Consortium in February, however, it
became apparent that the revenue issue remained the central
sticking point in the negotiations. In this situation, the
companies appear to have decided that they must make a
particularly firm stand this year or be faced in future years
with what they consider an unbridgeable gep between what the
Shah is demanding and what they are willing to provide. The
sharpness of the present crisis, thus, results from the sudden-

ness of the realization of the magnitude of the differences
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still separating the two sides and from the determination of

the compenies to "bite the bullet" now rather than later.

3. Communications difficulties continue to plague the
negotiating process. The inability of the Shah and the
Consortium to narrow apprecisbly the $100 million gep in
revenue guarantees for the coming year has induced both sides
to agree to a two-month recess in their formal talks. During
this period the companies will refine their calculations some-
what and in the end will probably be prepared to offer some
additional revermie, perhaps to a total of as much as $935-945
million, instead of the $1 billion the Shah is demanding. They
are unlikely to offer more than this, and may not be willing
to go this far without some understanding that the Shah's
demands for ensuing years will be correspondingly pared.

If the oil companies stick with their present position, however,
a significant drop in oil offtake in the second gquarter of

1969 is inevitable, thus adding acrimony to the negotiations.

4. We continue to believe that the Shah would eventually
accept an offer of about $94S million for the coming year. He

has seen the disruption caused to Iran from attempts to dispense
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with Western oil companies; we believe he has no intention
of provoking another break, Moreover, there are other

Possible avenues to increase revenues without directly

from the Iranian National 0il Company. While there are

difficulties inherent in any such attempts to raise substantigl

amounts of additional revenue, these bPossibilities may,

a8 we indicated in NIE 34-69, provige sufficient revenue to
Permit the Shah to accept a settlement satisfactory to the
Western oil companies. Thege alternatives will no doubt be
surfaceqd during the hegotiations which are due to resume in
May. While these talks are likely to be acrimonious ang
stormy, we do not believe that they will end in breakdown
Or cause the Shah to take punitive action against the oil

companies,
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